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OATH OR AFFIRMATION

CHARLES KELLOGG swear or affirm that to the

best of myknowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of

KELLOGG CAPITAL MARKETS LLC as of

DECEMBER 31 2010 are true and correct further swear or affirm that neither the company

nor any partner proprietor principal officer or director has any proprietary interest in any account classified solely as that

of customer except as follows

JENNIE LOSSMANN

NOTARY PUBLIC-STATE OF NtW YOk

No O1LO634871 ./ Signature

Qualified in New York County

_mTlonExpiOrl1

201 MANAGING MEMBER

This report contains check all applicable boxes

Facing page

Statement of Financial Condition

Statement of Income Loss
Statement of Cash Flows

Statement of Changes in Stockholders Equity or Partners or Sole Proprietors Capital

Statement of Changes in Liabilities Subordinated to Claims of Creditors

Computation of Net Capital

Computation for Determination of Reserve Requirements Pursuant to Rule 15c3-3

Information Relating to the Possession or Control Requirements Under Rule 15c3-3

Reconciliation including appropriate explanation of the Computation of Net Capital Under Rule 15c3-1 and the

Computation or Determination of the Reserve Requirements Under Exhibit of Rule 15c3-3

Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of

consolidation

El An Oath or Affirmation

copy of the SIPC Supplemental Report

report describing any material inadequacies found to exist or found to have existed since the date of previous audit

Supplemental independent Auditors Report on Internal Accounting Control

For conditions of confidential treatment of certain portions of this filing see section 240.17a-5e3



KELLOGG CAPITAL MARKETS LLC

F/K/A KELLOGG SPECIALIST GROUP LLC

CONSOLIDATED STATEMENT OF

FINANCIAL CONDITION

DECEMBER 31 2010

PUBLIC



JOHN FULVIO CPA

SUSAN VAN VELSON CPA

LVI AT KENNETH WERNER CPA

Certified Public Accountants 5West37thStreet

4th Floor

New York New York 10018

TEL 212-490-3113

FAX 212-986-3679

www.fulviollp.com

INDEPENDENT AUDITORS REPORT

To the Members of

Kellogg Capital Markets LLC

We have audited the accompanying consolidated statement of financial condition of

Kellogg Capital Markets LLC the Company F/KIA Kellogg Specialist Group LLC as

of December 31 2010 that you are filing pursuant to Rule 17a-5 under the Securities

Exchange Act of 1934 This consolidated financial statement is the responsibility of the

Companys management Our responsibility is to express an opinion on this consolidated

financial statement based on our audit

We conducted our audit in accordance with auditing standards generally accepted in the

United States of America Those standards require that we plan and perform the audit to

obtain reasonable assurance about whether the consolidated financial statement is free of

material misstatement An audit includes examining on test basis evidence supporting the

amounts and disclosures in the consolidated financial statement An audit also includes

assessing the accounting principles used and significant estimates made by management as

well as evaluating the overall financial statement presentation We believe that our audit

provides reasonable basis for our opinion

As more fully described in Note the Company and its subsidiary sold most of its

operations effective December 31 2010 Also effective December 31 2010 the Company

and its subsidiary filed form BDW and will discontinue its broker dealer operations

In our opinion the consolidated financial statement referred to above presents fairly in

all material respects the financial position of Kellogg Capital Markets LLC as of December

31 2010 in conformity with accounting principles generally accepted in the United States of

America

New York New York

February 18 2011



KELLOGG CAPITAL MARKETS LLC

FIKIA KELLOGG SPECIALIST GROUP LLC
CONSOLIDATED STATEMENT OF FINANCIAL CONDITION

DECEMBER 31 2010

ASSETS

Cash 22702774

Receivable from clearing brokers 12974076

Commissions receivable 88587

Securities owned

Marketable at fair value 31674859

Not readily marketable at fair value 1296820

Secured demand note collateral at face value fair market

value of collateral $160097702 52400000

Other assets 4780126

TOTAL ASSETS 125917.242

LIABILITIES AND MEMBERS CAPITAL

Payable to clearing brokers 17748635

Securities sold not yet purchased at fair value 10414931

Accrued expenses and other liabilities 2.795648

TOTAL LIABILITIES 30959214

Liabilities subordinated to the claims of general creditors 52400000

Members capital
42558.028

TOTAL LIABILITIES AND MEMBERS CAPITAL 125.917.242

The accompanying notes are an integral part of this financial statement



KELLOGGCAPITALMARKETS LLC

F/KIA KELLOGG SPECIALIST GROUP LLC
NOTES TO CONSOLIDATED FINANCIAL STATEMENT

DECEMBER 31 2010

NOTE 1- ORGANIZATION AND SIGNIFICANT ACCOUNTING POLICIES

Organization

Kellogg Capital Markets LLC the Company formerly known as Kellogg

Specialist Group LLC is broker-dealer in securities registered with the Securities

and Exchange Commission the SEC and is member of the Financial Industry

Regulatory Authority Inc FINRA the New York Stock Exchange NYSE the

Securities Investor Protection Corporation SIPC and the NASDAQ Stock Market

NQX The Company was formed on December 17 2001

On July 2009 the Company purchased the assets of Kellogg Capital Group

LLC the Group company under common ownership pursuant to an asset

purchase agreement

On September 2003 the Group formed subsidiary Kellogg Partners

Institutional Services LLC the Subsidiary that provides execution services for

institutional customers through riskless principal transactions for listed and over-the-

counter traded securities The Subsidiary is registered with the SEC and is member

of F1NRA and was included in the assets sold by Group to the Company on July

2009

Securities Transactions

Transactions in securities are recorded on trade-date basis All resulting

gains and losses are included in members capital

The Companys trading activities include short sales of equity securities as

well as the writing of stock options having various expiration dates Subsequent

market fluctuations may require purchasing the securities at prices that may differ

from the market value reflected on the statement of financial condition In many

cases the Company limits its risk by holding offsetting security or option positions

Depreciation and Amortization

Equipment computers leasehold improvements specialist lists and equity

books are carried at cost and depreciated over their estimated useful lives



KELLOGG CAPITAL MARKETS LLC

F/K/A KELLOGG SPECIALIST GROUP LLC
NOTES TO CONSOLIDATED FINANCIAL STATEMENT

DECEMBER 31 2010

continued

NOTE 1- ORGANIZATION AND SIGNIFICANT ACCOUNTING POLICIES continued

Income Taxes

No provision for federal or state income taxes has been made since the

Company is not taxable entity The members are individually liable for the taxes on

their share of the Companys income or loss The Company is however subject to

the New York City Unincorporated Business Tax UBT The Company reports all

items of income or loss from the Subsidiary along with its income tax returns

Principles of Consolidation

The consolidated statement of financial condition includes the accounts of the

Company and the Subsidiary All intercompany transactions and accounts have been

eliminated

Use of Estimates

Management uses estimates and assumptions in preparing the financial

statements in accordance with accounting principles generally accepted in the United

States of America Those estimates and assumptions affect the reported amounts of

assets and liabilities the disclosure of contingent assets and liabilities and related

revenue and expenses Actual results could vary from the estimates that were

assumed in preparing the consolidated financial statements

Fair Value Measurement Definition Hierarchy and Valuation

Financial Accounting Standards Board FASB Accounting Standards

Codification ASC 820 Fair Value Measurements and Disclosures establishes

framework for measuring fair value and expands disclosures about fair value

measurements ASC 820 establishes fair value hierarchy that prioritizes the inputs

to valuation techniques used to measure fair value into three broad levels explained

below

Level Fair value measurements based on quoted prices in active markets

for identical assets or liabilities that the Company has access to and are not

adjusted Since measurements are based solely on quoted prices that are

readily and regularly available in an active market valuation of Level

instruments does not entail significant degree of judgment by the Company



KELLOGG CAPITAL MARKETS LLC

F/KJA KELLOGG SPECIALIST GROUP LLC
NOTES TO CONSOLIDATED.FINANCIAL STATEMENT

DECEMBER 31 2010

continued

NOTE ORGANIZATION AND SIGNIFICANT ACCOUNTING POLICIES continued

Level Fair value measurements based on inputs that are observable both

directly and indirectly for instruments in markets that are not active

including those that are thinly traded or have restrictions on their resale

Level inputs include quoted prices for similarassets and liabilities that are in

active markets as if conversions for constrained instruments discounts for

trading volume constraints and others such as interest rates and yield curves

that are obtainable at common intervals

Level Fair value measurements based on valuation techniques that use

significant inputs that are unobservable Unobservable Level inputs include

commonly used pricing models the Companys internally developed data and

assumptions for valuation methodology and other information used by the

Company to assist in exercising judgment for instruments that fall into this

level

The availability of observable inputs can vary from instrument to instrument

and is affected by wide variety of factors This includes the type of instrument

whether the instrument is new and not yet established in the marketplace and other

characteristics particular to the transaction To the extent that valuation is based on

models or inputs that are less observable or unobservable in the market the

determination of fair value requires more judgment Accordingly the degree of

judgment exercised by the Company in determining fair value is greatest for

instruments categorized in Level In certain cases the inputs used to measure fair

value may fall into different levels of the fair value hierarchy In such cases the

instrument is reported in the lowest level that has significant input Even when

inputs are not observable the Companys own assumptions and methodologies are

established to reflect those that market participants would use in pricing the asset or

liability at the measurement date In addition during periods of market dislocation

the observability of inputs may be reduced for many instruments This condition

could cause an instrument to be reclassified to lower level within the fair value

hierarchy

The Company values common equity securities owned or sold short that are

freely tradable and are listed on national securities exchange or reported on the

NASDAQ national market at their last sales price as of the last business day of the

period



KELLOGG CAPITAL MARKETS LLC

F/K/A KELLOGG SPECIALIST GROUP LLC
NOTES TO CONSOLIDATED FINANCIAL STATEMENT

DECEMBER 31 2010

continued

NOTE 1- ORGANIZATION AND SIGNIFICANT ACCOUNTING POLICIES continued

The Company values preferred equity securities owned or sold short that are

freely tradable and are listed on national securities exchange or reported on the

NASDAQ national market at their last sales price as of the last business day of the

period

The Company values its private common and preferred equity securities

owned by periodically reviewing inputs from factors such as cash flow projections

internally prepared financial data and other information available on the industries in

which the private companies operate These inputs are largely unobservable but are

based on assumptions that market participants would use in pricing the securities

The Company values convertible and nonconvertible corporate bond securities

owned or sold short that are freely tradable by using over-the-counter OTC price

quotations from other dealers market makers and various publications

The Company values private convertible and nonconvertible corporate bond

securities owned by using over-the-counter OTC price quotations of similar

company issues with similar credit ratings and adjusted for delayed or defaulted

interest payments

NOTE 2- RECEIVABLE FROM AND PAYABLE TO CLEARING BROKERS

The Company conducts business with its clearing brokers for its own

proprietary accounts The clearing and depository operations for the Companys

institutional proprietary transactions are performed by its clearing brokers pursuant to

clearing agreements All securities positions and the receivable from and payable to

the clearing brokers reflected on the consolidated statement of financial condition are

positions carried by and amounts receivable from and payable to these clearing

brokers

NOTE 3- NET CAPITAL REQUIREMENT

As registered broker-dealer the Company is subject to the Uniform Net

Capital Rule 5c3- the Rule of the SEC which requires the maintenance of

minimum net capital as defined The Company has elected to use the alternative

method permitted by the Rule which requires the Company to maintain minimum net

capital equal to $1000000 At December 31 2010 the Company had net capital of

$86279341 which was $85279341 in excess of its requirement



KELLOGG CAPITAL MARKETS LLC

F/KIA KELLOGG SPECIALIST GROUP LLC
NOTES TO CONSOLIDATED FINANCIAL STATEMENT

DECEMBER 31 2010

continued

NOTE 4- RETIREMENT PLAN

The majority owner of the Company offers 401k retirement plan the

Plan covering all eligible employees of the Company and the Subsidiary

Participants become eligible six months after their employment commencement date

provided the employee is scheduled to complete at least 500 hours of service and

may enter the Plan on the first day of the month upon satisfying the eligibility

requirements

NOTE 5- LIABILITIES SUBORDINATED TO THE CLAIMS OF GENERAL
CREDITORS

The Company requested and received permission from FINRA to prepay

$1530000 of Debt Subordinated Liabilities and $4070000 of Equity Subordinated

Liabilities effective December 2010

The Company repaid $2000000 of Debt Subordinated Liabilities which

matured on December 31 2010

On December 31 2010 the Company has subordinated loans totaling

$52400000 with original maturities from 2011 through 2013 These borrowings are

subordinated to the claims of general creditors have been approved by FINRA as

equity subordinations and are available in computing adjusted net capital under the

SEC net capital requirements All are in the form of secured demand notes whose

collateral is reported as an asset on the consolidated statement of financial condition

The $52400000 of remaining subordinations was prepaid on January 21 2011 as

more fully described in Note 11

NOTE 6- SIGNIFICANT GROUP CONCENTRATION OF COUNTERPARTY RISK

In the normal course of its business the Company enters into financial

transactions where the risk of potential loss due to changes in market market risk or

failures of the other party to transaction to perform counterparty risk exceed the

amounts recorded for the transaction

The Companys policy is to continuously monitor its exposure to market and

counterparty risk through the use of variety of financial position and credit

exposure reporting and control procedures In addition the Company has policy of

reviewing the counterparty primarily broker-dealers banks and other fmancial

institutions with which it conducts business

As of December 31 2010 there were no material customer accounts having

unsecured debit balances that presented any risk



KELLOGG CAPITAL MARKETS LLC

FIKIA KELLOGG SPECIALIST GROUP LLC
NOTES TO CONSOLIDATED FINANCIAL STATEMENT

DECEMBER 31 2010

continued

NOTE 7- COMMITMENTS

As more fully described in Note the Company assigned its primary

operating lease for New York City office space for itself and its Subsidiary to third

party effective December 31 2010

The Subsidiary retained an office on Long Island NY which it rents on

month to month basis at $1500 per month In addition the Subsidiary retained an

office in Boston MA under lease that expires August 31 2011 The minimum

future payments under this lease agreement are $20528

NOTE 8- SOFT DOLLAR TRANSACTIONS

The Subsidiary provides to its customers research services through third party

vendors based on pre-existing arrangements

Included in the other assets is $63329 of prepayments related to these soft

dollar arrangements made to third party vendors for which corresponding

commissions have yet to be earned by the Subsidiary

Included in the other liabilities is $382287 related to these soft dollar

arrangements that have been accumulated but have not been used to pay for third

party services by the Subsidiary as of December 31 2010

NOTE 9- SALE OF BUSINESS

Effective December 31 2010 the Company and its Subsidiary sold most of

their assets client list and security positions transferred most of their employees and

assigned their primary office space lease to Knight Capital Group Inc Both the

Company and the Subsidiary filed form BDWs effective December 31 2010 and

will discontinue their broker dealer operations The Company and the Subsidiary will

wind down its business in the new year



KELLOGG CAPITAL MARKETS LLC

F/KIA KELLOGG SPECIALIST GROUP LLC
NOTES TO CONSOLIDATED FINANCIAL STATEMENT

DECEMBER 31 2010

continued

NOTE 10- FAIR VALUE MEASUREMENTS

The Companys assets and liabilities recorded at fair value are categorized

below based upon fair value hierarchy in accordance with ASC 820 at December

31 2010 See Note for definition and discussion of the Companys policies

regarding this hierarchy

Assets

Securities owned Level

Common equity securities

Options on equity securities

Preferred equity securities

Convertible and

nonconvertible corporate

bond securities

U.S treasury bonds

Total

of Total

Liabilities

Securities sold short

Common equity securities

Options on equity securities

Preferred equity securities

U.S treasury bonds

Total

of Total

28628428 1637771 30266199

10175 10175

740442 60000 800442

216200 1013000 1229200

665663665663

30044708 216200 2710771 32971679

91% 1% 8% 100%

5401291 5401291

3125 3125

256398 256398

4754117 4754117

10414931 10414931

100% 0% 0% 100%

The following table presents reconciliation of Level assets and liabilities

measured at fair value for the year ended December 31 2010

Balance December 31 2009

Realized and Unrealized Gains Losses

3293074

582303

Level Level Total

Level

Balance December 31 2010 2.710.771



KELLOGG CAPITAL MARKETS LLC

F/KIA KELLOGG SPECIALIST GROUP LLC
NOTES TO CONSOLIDATED FINANCIAL STATEMENT

DECEMBER 31 2010

continued

NOTE 11- SUBSEQUENT EVENTS

Liabilities subordinated to the claims of general creditors in the form of

secured demand notes totaling $52400000 were terminated on January 21 2011

with the return of their collateral and final payment of interest through that date

FINRA approval for the termination of the subordinations was not required as the

Company had filed form BDW effective December 31 2010 Subsequent events have

been evaluated through the date of this report and no other events have been

identified which require disclosure


